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Business Reorganizations—Changes 
Wrought by New Legislation 


By Leo H. HoFFMAN* 


INANCIAL sheets daily announce new 
FH reorganizations many of gigantic pro- 

portions. So numerous were they dur- 
ing the last days of 1922 that many State cor- 
poration departments could only take care of 
charter changes and new incorporations pre- 
sented in person. Mail orders were side- 
tracked. The new year brought a lull. 


With so much change in the form of many 
organizations taking place at one time, we 
naturally seek the cause. There must be some 
gain, or the tried and surefooted business men 
would not be changing forms they had found 
all-sufficient for decades. What are the ad- 
vantages? Why the rush to have the reor- 
ganization completed by December 31, 1922? 
With the passing of 1922, why the lull? 


A vast majority of the reorganizations were 
effected for avoiding future Federal taxes, a 
perfectly laudable enterprise. It must be re- 
membered that there is a marked distinction 
between tax evasion and tax avoidance. Eva- 
sion usually arises in connection with past due 
taxes, and is a fraud on the Government; 
avoidance looks to the future, and as the 
Supreme Court of the United States ruled, 
“if a device to avoid taxation is carried out by 
legal forms, it is subject to no legal censure.” 


The rush at the close of 1922 was due to the 
fear of retroactive legislation. Congress can 
constitutionally pass tax laws with retroactive 

* Member of the Chicago Bar. 


effect if it so desires. How far back a retro- 
active law will go is speculative and depends 
on the temper of our national legislators. In 
the past most retroactive tax laws have been 
effective from the beginning of the year in 
which enacted. Thus, for many purposes, the 
Revenue Act of 1916, approved September 8, 
1916, became effective as of January 1, 1916; 
the Revenue Act of 1917, approved October 3, 
1917, became effective as of January 1, 1917; 
the Revenue Act of 1921, approved Novem- 
ber 23, 1921, became effective as of January 1, 
1921. The seeming exception to the rule is 
the Revenue Act of 1918. It became a law on 
February 24, 1919, but was retroactive for 
many purposes to January 1, 1918. Its passage 
was intended for 1918; the country was fully 
apprised; it should, therefore, not be classed 
as anexception. Based on this performance of 
Congress, most conversant persons concluded 
that it was a good business risk to assume that, 
if no change in the law were made during 
1922, all changes made in 1923 would be retro- 
active to January |, 1923. Toward the end of 
1922 it became apparent that there would be 
no new tax legislation in 1922; therefore the 
jam. 

Congress, true to form, on March 4, 1923, 


_ enacted the “Green” bill (Public No. 545, 


67th Congress), vitally affecting reorganiza- 
tions, and made it retroactive to January 1, 
1923. Distributions of cost of an investment, 
or March 1, 1913 value if larger than cost 
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and if the stock were acquired prior to that 
date, free from individual tax liability are now 
impossible. For example, prior to December 
31, 1922, a person could through a reorganiza- 
tion exchange his stock in one corporation for 
stock in a new corporation and a limited 
amount of cash tax free. If the stock were 
acquired prior to.March 1, 1913, at a cost of 
$100 a share and had a March 1, 1913 value 
of $150 a share, he could receive tax free $150 
in cash on each share; if acquired after March 
1, 1913, at a cost of $100 a share, he could re- 
ceive tax free only $100 in cash. Now, since 
enactment into law of the “Green” bill, such 
a transaction, if properly effected, would re- 
sult in a tax of not more than 12% per cent 
of that portion of the cash received which does 
not exceed the profit on the transaction, pro- 
vided the stock had been acquired for invest- 
ment and had been held for more than two 
years. In either event, the new organization 
could, if it were desired, continue the opera- 
tion of the old corporation. 


The enactment of the “Green” bill may at 
first glance appear to be a serious damper to 
reorganizations, for it makes the money or 
other property of a readily realizable market 
value received with the tax-free stock or secur- 
ities subject to tax as though an ordinary sale 
had taken place, but limits the taxable gain 
on such exchanges to the amount of the money 
received and the fair market value of such 
other property received in exchange. The 
alleged abuse the bill was intended to cure, 
namely the tax free distribution of invest- 
ment, illustrated in the preceding paragraph 
may not appear in fact to have been an abuse; 
the remedy may yield surprising results for 
the benefit of the ‘taxpayer and to the detriment 
of the Government. Before the “Green” bill, 
the cash received was first applied on the cost 
or other statutory basis for determining gain 
or loss thus reducing the basis and throwing 
all the taxable profit into future years when 
the tax laws may be less favorable than at pres- 
ent. Now, the distribution is first applied 
against the profit, and not only leaves the old 
cost unchanged but creates new bases (in many 
cases at the slight cost of 12% per cent of the 
profit realized) for reducing the taxable profit 
on future transactions. Today the maximum 
income tax on certain transactions is limited 
to 12% per cent of the profit realized; tomor- 
row there may be no such limitation. Last 
year it was difficult and burdensome, although 
in many instances most desirable to bring 
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about such a transaction in connection with a 
reorganization; now, thanks to the “Green” 
bill, it is a simple matter. 


Further change in the Revenue Act of 1921 
during 1923 seems most unlikely, as all re- 
ports indicate that there will be no special ses- 
sion of Congress. Moreover, the changes al- 
ready proposed will not affect reorganizations. 
It appears quite certain therefore that no more 
amendments will be enacted affecting reorgan- 
izations brought about under the existing laws 
during the year 1923. 


Reorganization Results 


The following results can be accomplished 
by a reorganization during 1923: 

(a) Any amount may be distributed to the 
individual stockholders from the liquid 
assets of the corporation subject to an 
individual tax liability not exceeding 
12'%% per cent of that portion of the 
liquid assets received which does not 
exceed the taxable profit, provided the 
original stock was acquired for invest- 
ment and held for more than two years. 
The liquid assets may not only repre- 
sent surplus earnings, but also cash ob- 
tained from the sale of new bonds or 
additional stock. 

(b) Without any income tax liability, the 
present value of assets subject to deple- 
‘tion and depreciation may be estab- 
lished as the basis for future depletion 
and depreciation deductions. 

(c) Without any income tax liability, ac- 
cumulated profits, which might per- 
haps be subject to the present tax upon 
surplus unreasonably accumulated or 
to some new form of tax on undistrib- 
uted surplus which Congress may 
enact, may be retained for employment 
in the business or for investment by the 
corporation without danger of tax lia- 
bility under almost every conceivable 
form of tax on surplus. 

(d) Under any excess profits tax law which 
may be enacted in the future there is 
some chance of obtaining a greater in- 
vested capital after reorganization than 
otherwise. 

(e) Without any tax liability, the capital- 
ization structure of a corporation may 
be satisfactorily adjusted with respect 
to the relationship between bonds, pre- 
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ferred stock and common stock, the 
amount and rate of bond interest and 
preferred dividends, the optional or ob- 
ligatory redemption of bonds or pre- 
ferred stock, and the redemption price. 

Other desirable features which are applic- 
able only because of special circumstances are 
often discovered. 

It may be stated in general terms that the 
cases where the subjects above mentioned will 
be found desirable and where a reorganization 
should at least be taken under consideration 
include the following: 


(1) Any corporation with a large surplus, 
whether or not employed in the busi- 
ness, if it should become apparent that 
Congress may impose a tax upon such 
surplus. 

(2) Any corporation with a large surplus 
not required by the business, which is 
in danger of liability under the present 
tax on unreasonable accumulation. 

(3) Any corporation with a large amount 
of liquid or investment assets not re- 
quired in the business, whether or not 

. represented by surplus, which the indi- 
vidual proprietors would prefer to own 
and control as individuals. 

(4) Any corporation of which the prin- 
cipal stockholders desire a_ large 
amount of cash or cash assets for their 
individual purpose or desire to dispose 
of some portion of their interest, for 
example, in order to sell stock to em- 
ployees, or in order to obtain a more 
certain and less fluctuating income, as 
from investment bonds. 


(5) Any business employing depreciable or 
depletable assets, such as patents or 
natural resources, which have greatly 
increased in value since acquisition or 
where 1913 value is difficult of proof, 
or assets such as buildings and equip- 
ment of which cost cannot be estab- 
lished for the reason that they were 
acquired through construction or pur- 
chase which was charged to expense of 
operation or was not properly cap- 
italized. 

(6) Any long established business which 
has inadequate accounting records 
from the date of its organization and 
which would benefit from reconstruc- 
tion of its fixed assets as shown by its 
books of account. 
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Cases (5) and (6) should cause the most 
concern. The followjng illustrations will 
show why: 


Iilustration |.—The “A” Company was in- 
corporated in 1905 to continue the business of 
a partnership which had been in existence for 
some years. The stock issued was nominal in 
amount, because the proportionate interest of 
the partners remained the same after incorpo- 
ration as before. The officers continued the 
practice, adopted when they operated as a 
partnership, of withdrawing no profits from 
the business and of so limiting their salaries 
that they barely covered the cost of necessaries. 
True to an early conception of good account- 
ing and conservation, they charged every- 
thing conceivable to the expense accounts. 
The records were kept so poorly, as were most 
early records, that no one can now tell the cost 
of anything. The annual profits have been 
and continue to be out of all proportion with 
the investment shown onthe books. The com- 
pany could have had an investment, according 
to recent appraisals, of many times the indi- 
cated amount, had the partners taken the 
trouble to set up actual values in the begin- 
ning. Itis purely a case where the manner of 
incorporation and the ultra conservatism of 
the controlling stockholders are penalizing the 
corporation with excessive taxes. 


Effect on Taxes 


A proper reorganization at this time would 
set up the correct values on the books of the 
corporation. The result would be a balance 
sheet that truly reflects the financial condition 
of the corporation and a new value for deter- 
mining the depreciation deduction. The re- 
vised financial statement would facilitate bor- 
rowing; the larger depreciation deduction 
would reduce taxes. The depreciation deduc- 
tion would be increased from $10,000 to 
$50,000 per annum. The saving in income 
tax would be $5,000 a year until the assets are 
fully depreciated, so long as the tax rates re- 
main unchanged. If the 1921 excess-profits 
tax is reenacted, the saving would probably be 
several times as large. Congress at its next 
regular session will probably be asked to con- 
sider the enactment of a new excess-profits tax 
law. 

Illustration 2—The “B” Company has in 
the past, particularly through the low tax 
years, charged expense with the cost of devel- 

(Continued on page 30) 








‘Tax-Exempt Securities— Their 
Relation to the Tax Problem 


By WALTER E. LAGERQUIST* 


AX-EXEMPTION has existed in one 

form. or another almost as long as taxes 

have been employed by governments. 
While some of the early exemptions were 
granted to persons, the first important modern 
tax-exemptions were granted on real property. 
The real property holdings of educational, 
religious, charitable, etc., organizations being 
especially favored. In the last twenty-five 
years, however, a change has been developing 
and exemptions have increased on personal 
property, such as mortgages, municipal bonds 
and capital stock of corporations. 


With the adoption of the Federal income 
tax law, the Supreme Court rulings in a long 
series of decisions holding that neither the 
Federal Government could impose a tax on 
the bonds of a State and it’s minor divisions, 
including municipals, nor the States upon 
Federal bonds had little economic or social 
significance. In the first place as long as taxes 
were proportional, the taxes could easily be 
shifted and capitalized to the amount of the 
tax. Secondly, practically all of the Federal 
taxes were in the form of customs and excise 
duties. Moreover, the consistent debt paying 
policy of the United States left, after the na- 
tional banks had fulfilled their requirements, 
a relatively small amount of bonds on the open 
market as compared to private security offer- 
ings. 


With the adoption of the Federal income 
tax law and the creation of the new farm 
credit institutions, the effect of tax-exemption 
has assumed an entirely different aspect. A 
more common ground of controversy now 
exists for the nation as a whole. This common 
ground readily explains, why, even thus early 
in the Federal income tax legislation, the in- 
terest has been so far reaching. The bitter 
controversy which has arisen in some quarters 


* Professor of Finance, Northwestern University. 
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is likely to continue for some time, for any new 
legislation relieving the situation still seems 
quite remote. The authorities, whose opinion 
we are bound to respect in both parties to the 
controversy, are forced to admit the meagre 
character of the data often offered in support 
of their arguments. In many instances this 
data can probably be secured, in others, the 
conditions affecting the data and the compli- 
cated inter-relations of cause and effect will 
probably always defy statistical analysis. But 
this is true of almost every national problem. 


Classes of Exemptions 


Recognizing these difficulties, let us pro- 
ceed to a brief examination of some of the 
more important points which have been raised 
concerning the principles of tax-exemption. 
But before doing this, it is well for the reader 
to briefly review the list of tax-exempt secur- 
ities, so that the importance which the prob- 
lem has reached may be clearly had in mind. 

Prior to the entrance of the United States 
into the European war all Federal bonds were 
tax-exempt. With the issue of the Liberty 
loans certain modifications in tax-exemption 
privileges were for the first time incorporated 
in Federal bond issues. The ease with which 
every reader can obtain the details concerning 
these exemptions hardly seems to necessitate 
an enumeration of the exemption privileges of 
the various war issues. Of the securities some- 
times: affiliated by investors with Federal 
bonds are the so called Insular and Territorial 
bonds, which likewise have always had the 
full tax-exemption privilege. Until 1914 
there was a difference in legal opinion as to the 
taxability of municipal territorial bonds. The 
decision in the case of Farmers Bank vs. Min- 
nesota (232 U. S. 516), however, removed the 
question of doubt concerning the status of 
these bonds. 
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State bonds and municipal bonds (includ- 
ing all minor divisions, and so referred to here- 
after) under the rights granted to the States 
by the Federal Constitution are not subject 


‘to taxes; States exempt their own bonds from 


taxation with a considerable number of States 
granting complete tax-exemption to all mu- 
nicipal issues of the State, while other States 
give tax-exemptions either to particular classes 
of municipal issues or under particular con- 
ditions. 

The recent bond issues authorized under the 
Federal Farm’ Loan Act, which are semi-pri- 
vate in character, are also exempt from all 
State and Federal taxes. 

Contrary to the common belief, the major- 
ity of the States granting complete tax-exemp- 
tion have done so since !905, though a number 
of these States had partial tax-exemption of 
these issues before this date. This situation 
is particularly interesting in face of the fact 
that the agitation against exemption has devel- 
oped so quickly upon the heels of the larger 
acceptance of the exemption privilege. This, 
of course, is easily explained because of the 
effect upon all civil obligations of the Federal 
income tax law. (See Evans vs. Gore, 253 
U.S. 245). The courts of five States, which 
have neither a constitutional nor statutory reg- 
ulation specifically exempting the obligations 
of municipalities, have ruled that municipal 
issues are tax-exempt. 

The most common form of tax-exemption 
of private securities is of the capital shares of 
industrial corporations when the corporate 
shares are held by residents in the State of 
incorporation. As these securities are prac- 

tically all held locally, thus influenced by the 
same conditions the advantage is fully dis- 
counted in the price, so that a new purchaser 
receives little or no benefit from the privilege 
of the State exemption. 


Estimates of Total Exemptions 


The Federal government actuary estimated 
the total tax-free securities. in the United 
States outstanding at $10,660,000,000. (Janu- 
ary 1922.) ‘The distribution of these issues 
was as follows: 


State and Minor Divisions of the State. .$ 8,142,000,000 
United States (net tax-free outstanding) 2,184,000,000 
Federal Farm Loan Bonds (net outstand- 


BE i Oisee Gath seue Oh ain ele ia aeion 284,000,000 
Bonds of Insular Possessions (net)..... 50,000,000 
jeer ee eer hci $10,660,000,000 
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Of the above amount, approximately one- 
half was held by corporations, insurance, sure- 
ty and bonding companies, banks, etc. As a 
majority of the States require that these classes 
of organizations hold either State or munic- 
ipal obligations, a large part of the five billion 
dollar holdings would be in the treasuries of 
these companies, whether they were tax-ex- 
empt or not. This being true, a further es- 
timate was made which placed the possible 
revenue to the Government from these insti- 
tutional holdings, if taxed, at $35,000,000 per 
annum. The possible return from the remain- 
ing half billion securities, if taxed, would ap- 
proximate $85,000,000, or a total increase in 
revenue of $1 20,000,000. 

Treasury Department regulations provide 
that the amount of tax-exempt securities which 
one individual can hold in addition to the pre- 
war issues and the 3% per cent and 334 per 
cent notes of the Liberty issues is $160,000. To 
these holdings should also be added the tax- 
free Federal Land Bank bonds as well as all 
State and municipal issues. 


Large State Issues 


The increase in State and municipal issues, 
which are all tax-free from the income tax, 
offers the most important problem of the tax- 
exempt bonds. As will be observed from the 
table below, the growth has practically dou- 
bled since the war and trebled since 1912. If 
the present ratio of increase continues, the out- 
standing State and municipal issues, it has 
been variously estimated, will total from four- 
teen billion to seventeen billion dollars in 1926 
when the majority of the special tax-exemp- 
tion privileges of the Federal bonds will ex- 
pire. ‘These estimates do not include the 
Federal Farm Loan Bonds which are also 
rapidly increasing. ' 
INCREASE IN STATE AND MuNICIPAL Security IssuEs 


Long Term Short Term Total 
1912....$ 399,046,000 $192,450,000 $ 591,496,000 
1913.... 408,478,000 483,218,000 891,696,000 
1914.... 445,906,000 286,055,000 731,961,000 
1915.... 492,590,000 154,278,000 647,318,000 
1916.... 497,404,000 292,407,000 789,811,000 
1917.... 444,933,000 392,444,000 837,377,000 
1918.... 262,819,000 473,135,000 735,954,000 
1919.... 770,195,000 450,094,000  1,220,289,000 
1920.... 773,664,000 664,087,000  1,437,751,000 
1921.... 1,304,289,000 716,104,000  2,020,393,000 
1922*... 1,039,939,000 210,605,000 1,250,544,000 





*Nine months. 
Examining the growth of the increase of 
output in securities in light of the National 
Industrial Conference estimates in 1921 gives 
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us some idea of the burden this increase, which 
is now at about the rate of one billion dollars 
a year net, means. The amount of national in- 
come available for taxes and new capital 
(1921) was estimated at $12,500,000,000. 
Taxes of all kinds required $8,400,000,000, 


leaving. $4,100,000,000 for capital require- 


ments with a need of $6,000,000,000. 

Again, comparing the previous table, repre- 
senting the growth in State and municipal is- 
sues, with the table following, which repre- 
sents the decrease in the number of taxpayers 
having incomes over $300,000, the logical in- 
ference is that some relation must exist be- 
tween the two. Particularly does this con- 
clusion seem warranted when in the face of 
this decrease the total taxes of the country 
have increased. Many will immediately reply 
that this decrease was caused by the losses fol- 
lowing the after-war depression. This might 
be offered as a partial explanation, but it 
does not explain the steady and uninter- 
rupted decrease from 1916 through a very 
prosperous period. 

DecrEASE OF INcomMEs Over $300,000 
(Latest Available Treasury Report Figures) 
Number of Returns Amount of Net Income 


All Over All Over 
Year Classes $300,000 Classes $300,000 


1916 437,036 1,296 $ 6,298,577,620 $992,972,986 


1917 3,472,890 1,015 13,652,383,207 731,372,153 
1918 4,425,114 627 15,924,639,355 401,107,868 
1919 5,332,760 679 19,859,491,448 440,011,589 
1920 7,259,944 395 23,735,629,183 246,354,585 


On the other hand, the Secretary of the 
Treasury has indicated an increase in the use 
of other deductions which would also cut 
down net incomes. ‘These deductions, how- 
ever, can be applied to all other incomes as 
well. The forms of these deductions are: (1) 
deductions of losses on sales of capital assets, 
with the failure to realize capital gains; (2) 
exchange of property and securities so as to 
avoid taxable gains; (3) exchange for non- 
taxable securities, and (4) other avenues of 
escape, such as the division of property, the 
creation of trusts and the like. In no instance, 
however, is it assumed that all tax-exempt 
securities are purchased by those having 
incomes over $300,000, though an increasing 
amount has been taken by this group every 
year. 

Indeed, would it not seem strange, if a 
legitimate way were open to an individual 
and he did not make an attempt to lighten the 
burden of his taxes? The easiest way to 
accomplish this is in the purchase of tax- 
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exempt securities. But apart from the justifi- 
cation of the citizen to seek this method of 
escape, is it economically and socially sound 
from the standpoint of the State and its respon- 
sibility to its other citizens? ‘Though recog- 
nizing the constitutional and practical diffi- 
culties confronting any change, space will only 
allow a brief examination of the more impor- 
tant social and economic arguments involved. 
For the same reason also only a limited 
amount of data can be offered in support. But 
a statement of the case can be made. 


The Argument 


I. The strongest single argument which 
has been brought against tax-exemption is its 
nullification of the purpose of the Federal 
income tax law. This law was adopted on the 
theory that taxes could be most effectively 
levied in their present form to carry out the 
principle of the ability to pay. With this in 
mind, the progressive rates were adopted, thus 
placing the heavier tax burden, as supposed, 
on the individuals with large incomes. Tax- 
exemption is defeating this purpose, as we 
already know, by permitting the individuals of 
large incomes to purchase tax-exempt secur- 
ities, thus escaping all taxes and forcing an in- 
creased tax burden upon those less able to pay 
and upon capital employed in private enter- 
prise. Earned income instead of unearned in- 
come which should bear the major taxation is 
obliged to shoulder the increasing burden. 


The advocates of tax-exemption, without 
exception, point to the fact that the advantage 
of exemption will not begin to operate until 
the surtax has reached a certain amount and 
this will vary with the changes made in the 
rates. No opponent of tax-exemption will 
deny this claim. To the contrary, it gives sup- 
port to the whole contention that a “privileged 
class” is created which is exempt from all 
taxes—the class best able to pay. What can 
be more opposed to the sound canons of tax- 
ation and strike more insidiously at the prin- 
ciples of sound democracy than the recogni- 
tion of a privileged class? 


If an equal exemption privilege was 
afforded to persons of all sizes of incomes 
there would be some defense, though obvi- 
ously equal exemptions would mean no priv- 
ilege to any class. Where a graduated tax 
rate is used and tax exemptions allowed, un- 
equal advantages are realized and the value 
of the privilege increases with the size of the 
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income. Thus the small taxpayer is penalized 
in favor of the very rich who may care to 
exercise this privilege and would he not be 
foolish not to. But as stated elsewhere, this 
does not argue that the present scale of sur- 
taxes is not justified. If the present tax-exempt 
securities were taxed, it would permit of a 
lowering of the present surtax rates. 

Under the present operation of the income 
taxes, the small investor has practically 
nothing to gain in the purchase of tax-exempt 
municipals. If his income, for example, is 
exactly at the minimum exemption point of 
the income tax, it will make no difference 
whether he buys a 4 per cent bond at par or a 
5 per cent bond selling at a premium and 
netting 4 per cent. But as an individual’s in- 
come increases, so in ratio do bonds with the 
tax-exempt privilege become more valuable 
to him. 

Il. The common confusion about tax ex- 
emptions of the income from real property 
and the income from securities, where the lat- 
ter is taxed under a progressive rate, is caused 
by the failure to distinguish between the char- 
acter of the taxes. The tax on real.estate which 
has been so firmly fixed in our reasoning on 
taxes is a proportional tax while the present 
income tax is a graduated tax. 

Furthermore, if expenditures are made by 
the State, obviously the tax must be paid, so 
that while the farmer may obtain cheaper 
rates on the money borrowed under the Fed- 
eral Farm Loan Act, a larger tax will have to 
be paid on real property to meet the State’s 
assumed obligations. Consequently between 
the shift made here and the increase resulting 
from those who do not pay any tax because 
their income is realized from tax-exempt se- 
curities, a very large increase in taxes will re- 
sult in all other classes of property. 

The advantage, as yet, of tax exemption on 
Federal lands to the farmer is small and 
through the shift of tax burden to land tends 
to maintain high rents. The estimated aggre- 

ate of farm mortgages for the country is 
$8,000,000,000, but the tax-exempt bonds 
under the Farm Loan Act amount to less than 
$500,000,000, or approximately 85 per cent 
of the money advanced to farmers is still com- 
peting with tax-exempt securities. Higher 
rates must correspondingly be paid by the 
farmer for his money. Real estate of all 
classes which constitutes approximately 35 per 
cent of the total wealth of the country is pay- 
ing about 70 per cent of the taxes and yet 
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what does either the average small home 
owner or farmer gain as a holder from tax- 
exempt securities. Neither of these two 
classes of individuals own them. 


III. With the extraordinarily high surtax 
rates, it is argued that the rich man should be 
given some source of relief. To accept this 
argument unqualifiedly means a class distinc- 
tion and an unequal chance of escape. Class 
relief, no one need argue, is unequitable and 
runs counter to the principle of the ability to 

ay. 

Though the present high surtaxes may 
drive a great many wealthy taxpayers to pur- 
chase tax-exempt securities, it does not follow 
that this is a sound argument in defense of 
tax-exemption. As to whether or not the sur- 
taxes are too high, as based on the theory of the 
ability to pay, no one has yet offered sufficient 
evidence to substantiate his argument either 
way. But those defending tax-exemption on 
the ground of too high surtaxes fail to recog- 
nize that the present high surtaxes would not 
have to be maintained if all the’present ex- 
empted securities were taxed. 


Bienes Federal tax burden per man, 
woman, and child in 1913 was $7 
and in 1921 had increased to $41 and 
local taxes for the same dates had in- 
creased from $17 to $37. With pen- 


sions, the care of soldiers, interest and 
amortization of war debts, there seems 
little chance of very much reduction in 
Federal taxes in the near future. 





If the increased output of tax-exempt secur- 
ities is continued and they are absorbed by the 
group of individuals receiving the upper 
range of incomes, tax reductions for those who 
cannot escape do not seem immediate. As 
already suggested, those who do pay must pay 
more, as has been realized by every house- 
holder for the last five years. A casual exam- 
ination of tax increases quickly -reveals the 
seriousness of the situation. The Federal tax 
burden per man, woman, and child in 1913 
was $7, and in 1921 had increased to $41, and 
local taxes for the same dates had increased 
from $17 to $37. With pensions, the care of 
soldiers, interest and amortization of war 
debts, there seems little chance of very much 
reduction in Federal taxes in the near future. 
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Reductions could, however, be made in State 
and local taxes, though the increase in local 
indebtedness gives little immediate hope for 
relief in the heavy taxes now prevailing. 


IV. With the undue advantage which the 
various tax-exempt securities have in the mar- 
ket, an embarrassing situation is created for 
all regulated companies, such as railroads, 
electric light, gas companies, etc. All public 
utilities are regulated by statutes and commis- 
sions as to the rates which they can charge for 
their services and thus incomes cannot be 
‘easily adjusted to meet new interest charges. 
With the new capital needed every year, the 
utilities are handicapped because of the un- 
equal competition with municipal issues they 
must meet to secure this capital. Public util- 
ities will consequently more and more be 
forced to secure their capital from the very 
small investor. This will often be difficult, 
especially where an industry needs from 
$1,000,000,000 to $1,500,000,000 capital a 
year. Desirable as the customer ownership 
form of the distribution of stock may be, it 
may not always be an adequate source of funds 
where a large expansion must be made. The 
cost of selling securities to small investors also 
materially increases the cost of distribution. 
Also an unduly large proportion of stock will 
have to be issued for which higher rates must 
be paid. 


Handicaps Public Utilities 


_ If public utilities must continue this un- 
equal competition, government ownership will 
result. Whether one favors government own- 
ership or not—a forced ownership cannot be 
looked upon with favor. “Cheap money” 


borrowed under these conditions of govern- 


ment ownership will without doubt prove a 
boomerang and become very “dear money.” 
The extravagance in management, which but 
few doubt would probably ensue, would call 
for larger amounts of money. Further, if pub- 
lic utilities are forced into public ownership 
and their securities are exempted as those of 
the Federal Land Bonds, taxes will have to be 
increased elsewhere, so that again the citizen 
who now is not included in the tax-exempt list 
must pay still more taxes. If an increased 


amount of funds might also be needed to pro- 
vide for extravagances in management, the 
situation becomes that much worse. ‘The 
reader will find the story of the public utility 
fight in California and the far-sightedness of 
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public utility managers in fore-seeing the ef- 
fect of future tdx-exemptions both illuminat- 
ing and instructive. 


V. A well known organization recently 
offered a resolution imputing that those argu- 
ing for the elimination of tax-exemption were 
contending that this meant a withdrawal of 
capital from productive industry. A twisting 
of a phrase is apparent here in order that a 
basis for a point in argument might be estab- 
lished. No one would attempt to defend such 
a nonsensical argument. To make this pos- 
sible, the Government raising funds by bond 
issues would have to lock up the money re- 
ceived in its vaults and refuse to use it for any 
purpose. 


Surtax Effect Uncertain 


But to argue that unfair competition does 
not exist between a security which is taxed and 
one which is not taxed is quite a different 
affair. ‘That difference in the price of secur- 
ities based upon different equities will always 
exist, unless supported by some artificial 
means, goes without saying. Furthermore, 
over the long period a security price which is 
not restricted by some artificial factor will al- 
ways tend to level up to other security prices 
possessing equal investment value. Also, if a 
charge as a tax is levied and the tax is con- 
stant and levied upon all securities alike the 
tendency is for the market price to adjust itself 
to this added burden. A charge against a par- 
ticular class of securities and not against the 
other securities in the market would create an 
artificial market and the adjustment would be 
accordingly unequal. ‘Taking another form of 
variation such as that created by a tax-exemp- 
tion privilege with both a normal tax and a 
progressive surtax operating, the security 
price would not discount the total tax beyond 
the normal rate to which all purchasers were 
subject. The effect of the surtax cannot be 
known as it is not known whether a purchaser 
with an income of $20,000 or $300,000, or some 
other income, will buy the security. 


VI. In the exemption of Farm Loan 
Bonds, a class privilege is extended to a semi- 
private industry. The gravest danger lies in 
the precedent which has been established. If 
the present privilege of exemption is to be con- 
tinued other forms of quasi-government bond 
issues have the same right to demand exemp- 
tion. Why should not the city home-owner, 
railroads and public utilities have the same 











ApriL, 1923 






rights? If the farm bonds have a legitimate 
reason for being exempted, the railroads can 
argue that we need exemption for railroad 
bonds in order to keep freight rates lower. 
Taxes, it is answered, must be met—but why 
should the securities of one quasi-institution 
more than those of another be privileged? 
VII. When an agency is given an undue 
advantage, it usually leads to extravagance in 
management. This has been particularly true 
in government control. The constant shift in 
personnel and frequent incompetency add to 
this possibility. What is to be expected in 
management when legislatures grant expendi- 
tures beyond any reason? For illustration, a 
road bond issue was sold in recent years having 
a tenure of fifty years—a part of the road con- 
structed cannot at the most last more than fif- 
teen years. Can we believe that the officials 
charged with the expenditures of those funds 
would be any more restrained in their man- 
agement of the funds? 
VIII. Another argument for tax-exemp- 
_tion is that it is an advantage to the Govern- 
ment in marketing its securities. The exper- 
iences of Canada and England do not support 
this claim. Some have maintained that while 
ordinarily this advantage should not be given, 
the privilege should be retained and used, if 
needed, in war emergencies. If the elimina- 
tion of tax-exemption is sound there would 
seem to be no argument for this contention. 
An unequitable advantage would be granted 
to the Federal Government over the State 
which cannot be defended. 


' Possible Revenue Gains 


IX. What the increase in government rev- 
enues would be if all securities now exempted 
were taxed is problematic. At best both par- 
ties are on doubtful ground here for all calcu- 
lations made in defense of increased revenues 
or lower revenues have to be based on assumed 
figures. The amount to be gained in taxing 
all tax-exempt securities has been estimated 
from $100,000,000 to $300,000,000. The in- 
crease in the rate that the Government would 
have to pay on its bonds would also necessarily 
make a considerable difference as to estimated 
gain to the Government. The increase on Gov- 
ernment securities rates for money, if all Gov- 
ernment, State and municipal bonds were 
taxed has been estimated at from % to 1 per 
cent. The major evidence in these estimates 
has shown rather large gains to the Govern- 
ment. 
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The State of New York Chamber of Com- 
merce in its recent report opposing the abol- 
ishment of tax-exemption of securities assumes 
certain distribution of income taxes paid as a 
basis to show that no advantage would accrue 
to the Government if civil obligations were 
taxed. But even after they “get right down to 
figures and follow the operation clear around 
the circle” in order to show up “the super- 
ficial reasoning on the subject’—they are 
forced to use hypothetical figures in the at- 
tempt to prove their case. At best they are 
guesses which no one has yet proved. On the 
other hand those who have advocated the elim- 
ination of tax-exemption have been equally 


guilty. 
Assumed Figures Deceptive 


But if we should assume the New York 
Chamber of Commerce to be correct, what is 
the situation? They acknowledge that an ad- 
vantage does accrue to the individuals with 
incomes above a certain range who invest in 
tax-exempt securities. 


Let us also go so far as to assume that the 
Government would receive no net gain— 
would this be a sound defense for granting a 
special privilege to a particular class? Again, 
grant their claim that those who claim tax- 
exemption to be economically unsound have 
used superficial argument—why has no sub- 
stitute principle of taxation been offered? 
Anyone familiar with the simplest aspects of 
the tax-problem recognizes that some under- 
lying principle or basis of taxation must be 
accepted. Even if figures are used, as is 
claimed, as the sole basis for argument in the 
report—must not some general principle of 
taxation be deduced upon which to operate? 
A studied effort to avoid a discussion of theory 
was probably made but it leaves the reader in 
the position of uncertainty as to the organi- 
zation’s basis of reasoning. 


Figures, as also claimed, do belie super- 
ficial argument. But figures upon which they 
place their whole argument and cleverly build 
these assumptions are merely assumed figures. 
How do we know that these assumed figures 
give us the truth in the matter? Other figures 
might be assumed here with equally good 
authority which do not show the same results. 
Furthermore, every authoritative statistician 
will tell us that all figures to have value as 
evidence must be interpreted in the light of 
sound principles. 








The Importance of Showing Con- 
tingent Tax Liability 






By FrRaNK HoRMUTH* 


N the making of an audit, there is probably 
no other item so sadly neglected as the 
determination of contingent liabilities. It 

is obvious that, if any contingent liabilities 
exist, it is important that they be properly re- 
flected on the balance sheet, as such informa- 
tion is unquestionably essential to the pro- 
prietors and others who are vitally interested 
in the financial condition of a concern. 


All auditors are acquainted with the various 
ordinary conditions tending to create contin- 
gent liabilities, but many seem to neglect to 
properly determine a form of contingent lia- 
bility existing in nearly every business in the 
country—that of additional Federal income 
taxes payable for prior years. 

That the correct determination of this con- 
tingent liability is most essential can be real- 
ized by reason of the large amounts of addi- 
tional tax assessed to various concerns for 
1917 and subsequent years as the result of field 
audits by the Internal Revenue department. 
This additional tax usually is due to the orig- 
inal faulty preparation of the taxpayer’s re- 
turns, and if in making an audit the auditor 
neglects to determine any possible additional 
assessments, he is guilty of neglect of duty. 

Inasmuch as the Internal Revenue depart- 
ment is now giving special attention to the in- 
vestigation of returns for the year 1917, it can 
readily be seen that this condition will con- 
front the auditor for the next few years to 
come. 

Let us suppose that a concern has recently 
been examined by the Internal Revenue de- 
partment, resulting in an additional assess- 
ment for the year 1917 of $25,000.00. It can 
be seen that this $25,000.00 additional tax for 
the year 1917 constitutes a contingent liability 
to this concern from March 15, 1918 on, and 
any auditor that had audited the books and 


*(Formerly Internal Revenue Agent, Field Audit Division, Income 
Tax Unit, Consolidated Corporations Section) 


records of this concern subsequent to this date 
and failed to show this contingent liability of 
$25,000.00 on their balance sheet, would be 
guilty of having submitted and certified to a 
false balance sheet. In all probability the 
earnings of this concern for the year 1917 have 
been appropriated or disposed of in some 
manner or other by this time, and the imposi- 
tion of this additional tax would create finan- 
cial difficulties, which in some instances would 
be almost impossible to overcome. Had the 
auditor, however, advised this client of this 
contingency at an opportune time, provisions 
could have been made and proper reserve cre- 
ated to take care of the additional assessment 
when finally determined. 


Possible Revenue Gains 


It is sad to relate that many auditors of good 
repute seem to feel that the excess profits tax 
being a thing of the past is not worth bother- 
ing about. Although the excess profits tax in 
reality is a thing of the past, it is not so from 
the auditor’s standpoint. To the exact auditor 
the excess profits tax is just a trifle beyond its 
infancy, as he is now confronted with investi- 
gating and protesting the Internal Revenue 
department’s findings and the determination 
of the possible existence of any additional tax 
liability for prior years, to be reflected as con- 
tingent liabilities in the preparation of his cur- 
rent audits. 


If, however, a business has been examined 
by the Revenue department for all years in- 
cluding the year 1921, and has satisfied any 
additional assessments, it can readily be seen 
that this contingent liability does not exist in 
that concern. Unfortunately, however, few 
concerns in this country are enjoying that 
status, as most of them have probably only 
been examined for the year 1917, the first year 
of the excess profits period, leaving the years 
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1918 and subsequent for some future examina- 
tion. Theretore, if in the preparation of an 


audit the auditor finds that any prior years 


have not been examined and closed, it is the 
moral and even legal duty of the auditor to 
determine his client’s correct tax liability 
status, so that he can properly reflect this con- 
tingent liability on the balance sheet which he 
is now submitting. As some of these addi- 
tional assessments run up into the hundreds of 
thousands of dollars this information is ex- 
tremely vital to a client. 

In determining the correct tax liability for 
prior years, I would not say that an auditor is 
obliged to make a detailed investigation of the 
years in question, but feel that a careful 
scrutiny of the operations for these years will 
ordinarily suffice. 


Underpayment of taxes usually results from 
one of two ways, or both: 

(a) Understatement of taxable net income, 

(b) Overstatement of invested capital. 


I will not attempt to describe a detailed pro- 
cedure to determine underpayment of taxes. 
A brief outline follows. 


The more flagrant violations of income tax 
regulations tending to understate taxable net 
income can be easily detected by comparing 
and reconciling the taxable net income as 
shown on the tax return with the net profit 
per books for the years in question. Probably 
the most common transactions tending to un- 
derstate taxable net income which can usually 
be discovered by a good auditor in a few min- 
utes’ examination, are as follows: 


(a) Exorbitant depreciation rates, 


(b) Capital expenditures charged to re- 
pairs or expense, 


(c) Dividends paid deducted from current 
profits, 


(d) Bad debts deducted but not ascertained 
to be worthless, 


(e) Income war profits and excess profits 
tax paid and deducted from income, 


(f) Life insurance premiums deducted 
from income, 


(g) Donations deducted from income, 


(h) Questionable losses deducted from in- 
come. 


Invested capital usually is overstated by 
reason of: 


(a) Including appreciation in surplus, 
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(b) The failure of applying limitation to 
capital stock issued for intangible and tangible 
property, 

(c) Failing to reduce invested capital by 
the proportionate amount of dividends paid 
and federal income taxes due during the tax- 
able year out of surplus, 

(d) Adjustmenton account of inadmissible 
assets, 

(e) Including borrowed capital in invested 
capital, 

(f) Failure of eliminating inter-corporate 
stockholdings. 


Resume of Method 


A careful scr: tiny of a concern’s income tax 
return and balance sheets at the beginning and 
close of the year in question will usually dis- 
close any flagrant overstatement of invested 
capital due to the foregoing or other causes. 
I will venture to say that an auditor with a 
thorough federal income tax knowledge can in 
a few hours’ examination determine the 
amount in round figures of any possible addi- 
tional tax liability by following the foregoing 
procedure. The number of varied income tax 
violations that disclose themselves by such a 
superficial scrutiny is really surprising. If 
these violations are very flagrant, and espe- 
cially if taking on the color of fraud, it is the 
duty of the auditor to advise his clients to file 
amended returns to correct the errors. 

The failure to file consolidated returns 
when required by the Department, usually al- 
ways tends to over or understate the correct 
amount of income tax liability. It is therefore 
important that an auditor should determine if 
there is any basis for consolidation, and, if so, 
that proper consolidated returns have been 
filed. 

It is not the purpose of this article to give 
the reader the impression that all concerns 
owe additional tax, as it also happens that this 
superficial examination will disclose overpay- 
ment of taxes, but these instances are excep- 
tional. Overpayment would be determined 
according to the income tax law and regula- 
tions and would be reflected as an asset on the 
balance sheet, but as the purpose of this article 
is to present the importance of properly re- 
flecting contingent liabilities, such as addi- 
tional federal income taxes due for prior 
years, I have confined my remarks to the con- 
tingent liability feature. 





HAT does it cost the Government to 

collect the Federal tax? Varied state- 

ments have appeared in answer to this 
question, some of which are calculated to leave 
on the minds of the taxpayers the impression 
that a large percentage of the amount col- 
lected is expended for collection purposes. 
The true figures obtained from records of the 
Bureau of Internal Revenue are here pre- 
sented. 

Collections for the fiscal year ended June 
30, 1922, amounted to $3,197,451,083. The 
cost of administering the Internal Revenue 
laws for that year was $41,577,374.49, not in- 
cluding expenditures from the appropriations 
for refunding taxes erroneously collected, 
which are in no sense an administrative ex- 
pense. The cost of operation on this basis 
was $1.30 for each $100 collected. Included 
in these expenditures, however, was $7,202,- 
723.07 for the administration of the prohibi- 
tion and narcotic laws and $88,000 for the 
enforcement of the child labor section of the 
Revenue Act of 1918. Deducting these 
amounts from the total leaves $34,286,651.42 
as the expenditure for collecting the Internal 
Revenue taxes, which is equivalent to $1.07 for 
each $100 collected. 

A marked decrease is shown in the cost of 
collections for the last fiscal year and the ten- 
year period immediately preceding the world 
war. During this period the cost of collecting 
Internal Revenue taxes averaged $1.80 for 
each $109 collected. In the fiscal year 1897 
the Internal Revenue Service had 202 bureau 
and 3,656 field employees, a total of 3,858 em- 


Gasoline Tax Opposed 


A Detroit automobile club has made stren-. 


uous objections to a proposed tax of 2 cents a 


gallon on gasoline, as a means of adding to 
State revenue. 


A counter proposal is made in the form of 
a license fee graduated in such a way as to 
make the heavy cars pay in proportion to 
weight. 


Official Figures on Cost of Collect- 
ing the Income Tax 









ployees. Collections for that year amounted 
to $146,619,593.47 and expenditures to $3,- 
848,469.49. On this basis the cost of collection 
was $2.62 for each $100 collected. 

In the fiscal year 1907 there were 258 bureau 
and 3,530 field employees, a total of 3,788. 


N REPORTS of public addresses 
appearing in the press, conflicting 
statements have appeared as to the 
costs of collecting Federal income 
taxes. In the exposition of increased 
Federal expenditures speakers are 


tempted in oratorical flight to stray a 


trifle from actual facts. The Bureau 
of Internal Revenue has submitted to 
the National Income Tax Magazine 
this statement as to the costs of collec- 
tion and other relevant data. 


Collections for that year were $269,664,022.85, 
and expenditures $4,875,745.66. The cost of 
collection for the fiscal year 1907 was, there- 
fore, $1.81 for each $100 collected. 


In the fiscal year 1922 there were 7,275 
bureau and 14,113 field employees, a total of 
21,388. Collections for 1922 were approxi- 
mately twenty-one times greater than for 1897 
and twelve times greater than for 1907, while 
the number of employees was approximately 
five and one-half times greater than the num- 
ber employed in the fiscal years 1897 and 1907. 





A Correction 


In the March issue, Mr. David H. Blair, 
Commissioner of Internal Revenue, was re- 
ferred to as Collector of Internal Revenue. 


“The ole fashioned candidate that used t’ 
promise t’ reduce taxes now has a son runnin’ 
fer office that’s goin’ to bring booze back.” — 
Congressional Record humor. 
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Statistics of Income for 1920 


By H.L. Lutz 


HE Treasury Department has issued the 
summary of the statistics of income for 
the year 1920. The tables are prepared 
along the lines already established in the 
earlier annual reports, but the current volume 
includes, in addition, brief summaries of the 
capital stock tax returns for 1922 and of the 


Federal estate tax returns for the years 1916- 
1921, 


The material which is being accumulated 
by the Internal Revenue bureau relative to in- 
comes and wealth is of inestimable value for 
the economist who is interested in the larger 
problems of the distribution of wealth and 
incomes, as well as for those students of 
finance whose primary interest is in the prac- 
tical operation of the revenue system and the 
diffusion of the tax burden. The brief annual 
summaries which are published by the bureau 
set forth the salient facts, but they lack that 
refinement of analysis and elaboration of de- 
tail which is desired by the student of eco- 
nomic and social phenomena. The current 
report contains some comparative data by 
means of which we may observe certain as- 
pects of the progress of federal income taxa- 
tion. This comparison runs back to 1916, but 
in this brief summary of the results we shall 
begin with the year 1917, in order to have a 
uniform minimum exemption for single and 
married individuals. 


Large Increase in Returns 


The first significant fact disclosed by the 
comparative summary is the great increase in 
the number of returns. The total number of 
returns made in 1917 by persons having an 
income in excess of $1,000 if unmarried or of 
$2,000 if married, was 3,472,890. In 1920 
this number had risen to 7,259,944. It is sig- 
nificant also, that all of this increase has oc- 
curred in the lower income groups, and that 
by far the greatest part has occurred in the 
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lowest income groups. For the lowest three 
income classes the increase has been as fol- 
lows: 

Increase in the Num- 


ber of Returns, 


Income Class from 1917 to 1920 


$1,000 to $2,000........... 1,031,192 
2000 to 3,000........... 1,730,609 
3000 to 5,000........... 776,353 


On the other hand a very sharp decline 
occurred in the number of large incomes re- 
ported. In 1917 there were 6,664 returns of 
income of $100,000 and above. This number 
has dropped to 3,649 in 1920. 


A similar variation is found, as is to be 
expected, in the amount of net income re- 
ported in the different income classes over this 
period. The total net income reported in all 
income classes rose from $13,682,383,207 in 
1917 to $23,735,625,183 in 1920. But in the 
same period the total net income reported in 
the income classes of $100,000 and over 
dropped from $1,606,516,153 in 1917 to 
$717,004,763 in 1920. 


A second fact of interest disclosed by the 
comparative summary is the marked shift 
which has occurred in the sources of the in- 
come reported by individuals. This may be 
shown by comparing the sources of income 
for the years 1917 and 1920: 


Year 

Source of Income 

A. Personal Service ...... 
Salaries, wages, 
commissions, bon- 
uses, directors’ fees, 

OU wk ciesuawats ’ 

II. Business, trade, 
commerce, partner- 
ship, farming, and 
profits from inci- 
dental sales of real 
estate, stocks, bonds 

and other property 


1917 1920 
(000 omitted) 


$ 3,648,437 $15,270,373 


3,958,670 
$ 7,607,107 


5,927,327 
$21,197,700 








Year 
Source of Income 1917 1920 
B. Property 
I, Rents and royalties $ 684,343 $ 1,047,423 
II. Interest on bonds, 

notes, etc. ...... 936,715 1,709,299 
III. Dividends ...... 2,848,842 2,735,845 
$ 4,469,901 $ 5,492,568 
Total incomé .... $12,077,009 $26,690,269 
General deductions 885,763 2,964,640 
Net income...... $11,191,246* $23,735,629 


Personal Service Incomes Growing 


The most amazing fact disclosed by this 
table is the increase which has occurred in 
the volume of incomes reported as personal 
service income, and especially the first sub- 
class, designated as wages, salaries, commis- 
sions, etc. In 1917 this source provided 32.6% 
of the income reported in the classes of $2,000 
and above, and only 36.7% of the total net 
income reported in that year, assuming that 
all of the income reported in amounts between 
$1,000 and $2,000 was from this source, which 
of course was not the case. In 1920 this 
source provided 63.9% of the total net in- 
come. This increase accords with and explains 
in large measure the remarkable increase in 
the number of returns filed by individuals in 
the smaller income classes. By no means all 
of the income reported in small amounts con- 
sists of personal earnings, but there can be no 
doubt that a large proportion of the smaller 
incomes do spring from this source. 


The changes in the sources and in the vol- 
ume of individual incomes during the past 
few years that are here so briefly summarized 
open up a most interesting and suggestive 
field of study. No complete explanation of 


these changes can be made without much’ 


more elaborate investigation of the facts than 
can be made with the data available in the 
various annual summaries of income statistics. 
The complete record of income tax returns 
will prove a veritable gold mine of informa- 
tion for the future investigator, when Con- 
gress may see fit to open them to the proper 
kind of analysis. Meantime we can only 
speculate over the causes. No doubt the de- 
cline in the very large incomes reported was 
due in part to the high rates, which tempted 
the recipients to resort to every device that 


* The figures for 1917 were compiled from the returns of $2.000 
On the basis of the number of returns filed and the 
average net income, it is estimated that the net jacome reported 
in the income class $1,000-$2,000 in 1917 was $2,461,137,000. 


and over. 
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ingenuity could suggest and that legal talent 
could execute, for the manipulation of returns 
in favor of the tax-payers. ‘The immense vol- 
ume of tax-exempt securities also proved a 
Godsend for those who were subject to the 
higher rates of the income tax. The decline 
was due in part also to the diminution of the 
profits margin which usually occurs in the 
later part of the prosperity phase of the busi- 
ness cycle, as costs begin to overhaul prices. 
The steady and rapid growth of personal 
earnings is evidence of the rate at which the 
advance in wages and other forms of compen- 
sation for such services went on, and of the 
degree to which this advance was carried. 
These explanations would readily occur to 
anyone, and taken together, they may account 
for a part of the changes which we have 
noted. It is to be hoped that a more complete 
analysis of the facts and of the causes may 
soon be undertaken by competent statisticians 
in order that we may have available an au- 
thoritative survey of the distribution of wealth 
and incomes in the United States. 


A NEW INCOME TAX MEASURE 
FOR MICHIGAN 


Although a proposed State income tax was 
voted in 1922 by the Michigan voters, another 


referendum seems likely to be submitted to the 


electors in November, 1924. This was made 
known to the Michigan legislators after a 
recent meeting in Lansing by the joint com- 
mittee of the State Grange, State Farm Bu- 
reau, the Gleaners and the Associated Farm- 
ers’ clubs. Their proposal is for a graduated 
tax on incomes from $4,000 a year up. Below 
$20,000 the tax would be 5 per-cent; up to 
$40,000, 6 per cent; up to $60,000, 7 per cent; 
up to $80,000, 8 per cent; up to $100,000, 9 per 
cent, and over $100,000, 10 per cent. 


TWO-THIRDS OF REFUND AP-.- 
PEALS GRANTED IN 1922 


During the past year applications for re- 
fund of income taxes to the amount of $332,- 
000,000 were made. $182,371,597 in refunds 
were allowed and applications involving 
claims for $150,107,452 were denied. There 
were 167,405 claims adjusted, of which 139,- 
631 were allowed and 27,/74 disallowed. The 
figures show that 83.4 per cent of the claims 
were held to be just. 
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THE RECENT MODIFICATIONS OF 
THE 1921 REVENUE ACT 


HOUGH there was strong pressure for 

some radical changes in Revenue Act 

of 1921, the 67th Congress limited final 
action to three modifications. 


The most important change is that which 
abolishes the possibility of tax-free exchanges 
of securities. This privilege in the original 
Act of 1921 was generally regarded as a mis- 
chievous source of tax avoidance. Profit or 
loss in exchange of securities will, beginning 
with the taxable year 1923,-be figured on the 
same basis as under the Act of 1918 in so far 
as the property received in exchange has a 
readily realizable market value; that is, profit 
or loss will be the difference between the cost, 
or value at March 1, 1913, of the securities 
exchanged and the readily realizable market 
value of the property, of whatever kind, re- 
ceived in exchange. Under the Act of 1918 
determination of gain or loss was based upon 
the fair market value of property received 
without consideration of whether or not it was 
readily marketable. 


The above applies specifically, according to 
the amendment, to “stocks, bonds, notes, choses 
in action, certificates of trust or beneficial in- 
terest, or other securities or evidences of in- 
debtedness or interest.” 


When property held for investment (not 
including securities specified above), or for 
productive use in.trade or business (not in- 
cluding stock in trade or other property held 
primarily for sale) is exchanged for other 
property of a like kind or use there is, as 
before, no tax liability. But if in the exchange 
of such property there is received in addition 
to property of like kind or use money or other 
property, if a gain results, the exchange is 
taxable “but in no case shall the taxable gain 
exceed the amount of the money and the fair 
market value of such other property received 
in exchange.” ‘The same principle applies in 
the case of exchanges resulting from corpora- 
tion reorganizations. 


TAX EVENTS AT WASHINGTON 
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Illustration I.—‘A” has a farm costing 
$100,000 which he trades even for a farm with 
a fair market value of $150,000. There is no 
taxable profit. “A” in another exchange 
traded a farm costing $40,000 for a farm 
worth $50,000 and in addition received 
$10,000 “to boot” in cash. On this trade “A’s” 
taxable gain is only on the part of the gain 
realized in cash. If instead of receiving 
$10,000 in cash in the last transaction he had 
obtained $8,000 in cash and 50 steers with a 
“fair market value” of $2,000, ‘“A’s” immedi- 
ately taxable gain would be $10,000, the com- 
bined value of the cash and the steers. 


Reorganization Transactions 

Illustration IJ.—As a result of a reorgani- 
zation, “A,” who owns corporation stock cost- 
ing $100,000, receives stock in a new corpora- 
tion worth $150,000. There has been no 
change in the law with respect to this kind of a 
transaction and there is no taxable profit until 
the stock received in exchange is sold. How- 
ever, if “A” as a result of the reorganization 
had received stock worth $90,000 and in addi- 
tion $60,000 in cash, he would be taxable to the 
full extent of the gain of $50,000, inasmuch as 
the gain was realized in cash. As another 
alternative, if ““A” had received for his orig- 
inal shares stock in the new corporation worth 
$130,000 and in addition $20,000 in cash, he 
would be immediately taxable only to the ex- 
tent that gain was realized in cash—that is, on 
$20,000. 

In any exchange where gain is realized and 
only a part of the gain is immediately taxable, 
the remainder of the profit is taxable when 
final liquidation of the property held for in- 
vestment or productive use is made. 


A second amendment provides that a non-.. 
resident alien—who is a resident of a contigu- 
ous country (Canada or Mexico) will be 
subject to a tax of 4 per cent of the first $4,000 
in excess of credits, on the net income pet 
buted to compensation from services per- 
formed in the United States. The net income 
in excess of $4,000 will be subject to the nor- 
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mal rate of 8 per cent. The same credit for 
dependents is provided as in the case of citi- 
zens of the United States. ‘This amendment 
was of special interest to a large number of 
Canadian residents who are employed in De- 
troit. 


The third tax bill enacted into law modifies 
section 252 of the- Act of 1921 so as to put a 
premium upon the signing of waivers; amends 
section 3228 of the Revised Statutes to allow 
claims for refunds to be made by withholding 
agents in certain cases, and slightly modifies 
section 3226 of the Revised Statutes. Accord- 
ing to section 252 as amended, a taxpayer, if 
it appears that taxes in excess of that properly 
due have been paid, may credit such over- 
payment against any taxes due on his return 
and any balance of such excess will be re- 
funded subject to compliance with the follow- 
ing provisions: 


(1) No such credit or refund shall be al- 
lowed or made after five years from the date 
when the return was due unless before the 
expiration of such period a claim is filed, or 
unless before the expiration of two years from 
the date the tax was paid a claim is filed by 
the taxpayer; 

(2) If the taxpayer has within five years 
from the time the return for the taxable year 
1917 was due filed a waiver of his right to have 
the taxes due for such taxable year determined 
and assessed within five years after the return 
was filed, such credit or refund shall be al- 
lowed or made if claim therefore is filed either 
within six years from the time the return for 
the taxable year 1917 was due or within two 
years from the time the tax was paid. 

By the same bill section 3226 of the Re- 
vised Statutes, which limited the time for 


recovery of taxes by suit to five years from date, 


of payment, was modified by adding the fol- 
lowing: “unless such suit or proceeding is be- 
gun within two years after the disallowance of 
the part of such claim to which such suit or 
proceeding relates. ‘The commissioner shall 
within ninety days after any such disallowance 
notify the taxpayer thereof by mail.” 


NEW NATIONAL BANK TAX LAW 
LIMITS STATE TAXATION 


HE limitations of States in the taxation of 
national banks appears now to be definitely 
determined as a result of the National Bank 
Tax bill passed during the last days of Con- 
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gress. Since the Supreme Court decision in 
the case appealed by the Merchants National 
Bank of Richmond, Va., much of the taxation 
levied on national banks in New York, Massa- 
chusetts and some other States, has been un- 
lawful. 


Senate Amendment Killed 


Appeal was made by States concerned for 
relief from Congress and the “Kellogg-Wads- 
worth” bill was drafted. As passed by the 
Senate there was attached the “Calder” 
amendment, which would have validated the 
collections made in the past which were held 
to have been illegal. The “Calder” amend- 
ment after a stormy debate in the House was 
defeated, and in its stead a paragraph added 
which permits the legislatures to validate that 
portion of taxes collected in previous years 
which would be valid under the new law. 
The new law in effect makes no considerable 
changes of previous provisions, but merely 
affirms in more definite language the old Na- 
tional Bank Act as defined by the Richmond 
decision. However, as stated above, it pro- 
vides for retroactive legislation to validate 
previous tax collections as far as they comply 
with the new act. 


The new act as finally passed, reads as fol- 
lows: 


“Sec. 5219. The legislature of each State may deter- 
mine and direct, subject to the provisions of this section, 
the manner and place of taxing all the shares of national 
banking associations located within its limits. The sev- 
eral States may tax said shares or include dividends de- 
rived therefrom in the taxable income of an owner or 
holder thereof, or tax the income of such associations, pro- 
vided the following conditions are complied with: 


“1. (a) The imposition by said State of any one of 
the above three forms of taxation shall be i in lieu of the 
others. 


“(b) In case of a tax on said shares the tax imposed 
shall not be at a greater rate than is assessed upon other 
moneyed capital in the hands of individual citizens of 
such State coming into competition with the business of 
national banks: Provided, ‘That bonds, notes or other 
evidences of indebtedness in the hands of individual citi- 
zens not employed or engaged in the banking or invest- 
ment business and representing merely personal invest- 
ments not made in competition with such business, shall 


not be deemed moneyed capital within the meaning of this 
section. 


“(c) In case of a tax on the net income of an asso- 
ciation the rate shall not be higher than the rate assessed 
upon other financial corporations nor higher than the 
highest of the rates assessed by the taxing State upon the 
net income of mercantile, manufacturing and business 
corporations doing business within its limits. 


(Continued on page 24) 
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PRESS VIEWS ON TAXATION 


“Mr. Harding’s desire to 


Question of make an end to tax exempt 


Privilege securities has the support of 
—Not States the best economic thought 
Rights of the country, but Congress 


is still under the spell that 
was cast by Charles E. Hughes in January, 
1910. Although it triumphantly invaded the 
police power of the states in the matter of pro- 
hibition and practically made an end to the 
Bill of Rights, it has never dared challenge 
States rights on an issue on which States rights 
ought legitimately to be challenged. The so- 
called rights in respect to the exemption of 
State securities are not rights at all but special 
privileges that are a source of continuing econ- 
omic demoralization.”—New York World. 


In the analysis of the in- 


A Tax-Free come tax returns for the 
Amendment year 1920, the most recent 
Is Opposed available, Meyer D. Roths- 


child, chairman of the Busi- 
ness Men’s National Tax Committee of New 
York City, furnishes some facts and figures 
which help to illuminate the situation and 
which are deserving of a serious considera- 
tion. His point is the familiar one that to fix 
surtaxes at rates so high as to be confiscatory 
is to defeat the purpose for which they are 
levied, because the revenue thus derived is 
substantially less than would be obtained 
under a more moderate, just and reasonable 
schedule. 


His figures convincingly sustain this conten- 
tion. In 19!6 as many as 1,296 persons re- 
ported incomes in excess of $300,000, amount- 
ing to $992,972,986. But four years later, in 
1920, only 395 incomes of $300,000 or over 
were reported, aggregating $246,354,585, so 
that in some way or other 900 persons had 
been eliminated from this surtax group. 


What needs to be done is to remove the cause 
by which the investment in tax-free securities 
is induced, and it is Mr. Rothschild’s belief 
that this could be accomplished by fixing the 
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highest surtax at 25 percent. It is his opinion 
that this might restore to the taxable class the 
900 persons who reported incomes of nearly 
$750,000,000 in 1916 upon which no tax was 
paid in 1920, and he remarks that 25 per cent 
on that amount would yield more than the sum 
collected in 1920 from 6,578,382 persons who 
paid the United States Government $165,863;- 
669, or about one and a half per cent on re- 
ported incomes aggregating $10,591,287 ,423. 
These people are entitled to relief, and by ma- 
terially increasing their exemptions, millions 
of dollars could be saved in the cost of collec- 
tion. Perhaps one of these days Congress will 
recognize the cogency of these representations. 
—Philadelphia Inquirer. 
‘ 


James T. Ivins, head of the 
Income Tax Bureau of 
New York State, disputes 
emphatically the dictum of 
the Harvard professor who 
said that the income tax is turning Americans 
into ‘‘a nation of liars.” Mr. Ivins says that a 
full 90 per cent of those filing returns in New 
York try to make them accurate, and, when 
they fail, the error is due rather to imperfect 
understanding of the forms of the return than 
to intentional evasion of the tax. 


New Yorkers 
90 Per Cent 


Honest 


Ninety per cent, we are told, is a pretty 
good average for honesty. Doubtless itis. By 
the way, this percentage of 90 represents about 
the proportion of the marriages in America 
that stick. During the latest full year for 
which complete statistics are available in 
America it appears there were 1,000,000 mar- 
riages and 100,000 divorces. We hear a good 
deal about the prevalence of divorce, but this 
indicates that nine out of ten married couples 
avoid the divorce courts. And as to the 10 per 
cent of income tax payers who try to cheat the 
government it may be said that their numbers 
will decrease as the government devises 
quicker methods of checking up. 


—Louisville, Ky., Post. 











THE GROWTH OF ‘TAXES, by David Friday, 
Review of Reviews, March, 1923, pp. 288- 
292. 


High taxes, though one of the lesser causes 
of economic hardship during a business de- 
pression, have borne the brunt of attacks aris- 
ing from popular discontent which has pre- 
vailed. ‘This has resulted, says Dr. Friday, 
from the fact that most of the other forces 
which enter into setbacks during a period of 
business adversity are intangible and not easily 
discoverable, while taxes are brought defi- 
nitely home to every citizen by the concrete 
fact that his pocketbook is very definitely af- 
fected by the peremptory demands of the tax 
collector. 


Complaint just now about taxation, as stated, 
is most marked among the farmers. The rural 
districts have not recovered from the depres- 
sion to the same extent as most urban commu- 
nities. Furthermore, since few farmers were 
subject to the higher surtaxes or to excess-prof- 
its taxes, the abolition of the excess profits tax 
and the reduction of the higher surtaxes has 
not lightened the tax burden in the agricul- 
tural districts. 


From available statistics exposition is made 
of the relative growth of National, State and 
local taxation. Comparison of the taxes levied 
and collected by the Bureau of Internal 
Revenue in the five year period 1911-1915 
with that of the same period of years 1918-22 
shows that Federal taxes increased eleven fold. 
The amount of excess-profits taxes collected 
during the last five years is given as eight bil- 
lion dollars; the tax on corporation incomes 
as three billion dollars; and the personal in- 
come taxes, including normal and surtaxes, 
during the same period as five billion dollars. 
The collections in taxes for this period was on 
the average of four and one-half billion dollars 
annually. Only one-third of these taxes, Dr. 
Friday says, were of the sort likely to be 
shifted to the consumer; that is—this propor- 
tion represented the yield from taxes on man- 
ufacture, consumption and customs. Two- 
thirds, amounting to almost three billion 
dollars, arising from the several forms of tax 
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on income, could in the main not be shifted 
by those against whom they were originally 
levied. Federal taxes collected during the last 
five years were approximately 675 per cent 
greater than in the prewar period. 


Statistics presented indicate that the farm- 
ers’ taxes have not increased as rapidly, rela- 
tively, as those of some other classes. Accord- 
ing to the author’s compilation, the farmers 
were paying 26 per cent of all taxes of every 
kind, Federal, State and local, in 1913-14 and 
18 per cent in 1921-1922. 


“Almost 90 per cent of all the personal in- 
come taxes are paid by persons who have in- 
comes of more than $5,000, although they 
constitute less than one-tenth of the people 
who make income tax returns. They likewise 
receive 90 per cent of all dividends which cor- 
porations pay to individuals. These are the 
persons whose taxes have increased the most 


(Continued on next page) 


NEW NATIONAL BANK TAX LAW 
LIMITS STATE TAXATION 


(Continued from page 22) 


“(d) In case the dividends derived from the said 
shares are taxed the tax shall not be at a greater rate than 
is assessed upon the net income from other moneyed cap- 
ital. 


“2. The shares or the net income as above provided of 
any national banking association owned by non-residents 
of any State, or the dividends on such shares owned by 
such non-residents, shall be taxed in the taxing districts 
where the association is located and not elsewhere; and 
such associations shall make return of such income and 


pay the tax thereon as agent of such non-resident share- 
holders. 


“3. Nothing herein shall be construed to exempt the 
real property of associations from taxation in any State 
or in any sub-division thereof to the same extent accord- 
ing to its value, as other real property is taxed. 


“4. ‘The provisions of Section 5219 of the Revised 
Statutes of the United States as heretofore in force shall 
not prevent the legalizing, ratifying, or confirming by the 
States of any tax heretofore paid, levied or assessed upon 
the shares of national banks, or the collecting thereof, to 
the extent that such tax would be valid under said Sec- 
tion.” 
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rapidly. It is difficult to fix the income in 
their tax burden exactly, but it has multiplied 
by not less than ten.” 


The conclusion drawn is that, except for the 
expenditures incurred by the war, the causes 
for tax increases in recent years are much the 
same as the factors which have entered into 
the increase in our family budgets. “We want 
more things; we want better things;—Our 
productive capacity has increased, and the 
price level is higher.” 


Accordingly, there is no mystery in the 
causes underlying the increased cost of satisfy- 
ing our public wants. 


You Pay Your Taxes. Do Your Taxes 
Pay You? By Walter Lincoln Whittlesey. 
Colliers, March 3, 1923. 


The author makes some interesting inter- 
pretations of tax data. Taxes are uniquely 
divided into two classes; those paid for serv- 
ices, and those paid for debts. The problem 
of local taxation is dismissed as being pri- 
marily a payment for services rendered, so 
that it resolves itself into a question of the 
extent of services desired, and that of seeing 
to it that value paid for is received. 


Taxes paid to the National Government are 
classified as taxes paid largely for debt. He 
states that fifty-five cents out of every dollar 
go to pay for past wars. One-half of the re- 
mainder is outlay for future wars. Accord- 
ingly, the cost of war, either past or future, 
takes about three-fourths of every dollar of 
revenue received by the United States Treas- 
ury. Last year the revenue to the National 
Government was thirty-five dollars for every 
man, woman, and child in the United States. 
Of this amount, Mr. Whittlesey computes that 
twenty dollars came from business and income 
taxes, eleven dollars from internal taxes on 
sales, and four dollars from the tariff. 


In touching upon the tax-exempt securities 
problem, the author joins others in the opinion 
that the Sixteenth Amendment which gives 
Congress “power to lay and collect taxes on 
incomes, from whatever source derived,” may 
be a sufficiently broad basis for levy of income 
taxes on income derived from State and munic- 
ipal security issues. Attention is called to the 
loss in revenue from higher incomes, which is 
attributed to investment in tax-free securities. 
Incomes of over $300,000 per year fell in num- 
ber from 1,296 and a total of a billion dollars 
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in 1916, to 395 and a total of under a quarter 
billion dollars in 1920. The writer considers 
this evidence that States and cities can and do 
outbid business for the “big fellow’s” money. 
Among the conclusions drawn are that big in- 
comes should be taxed up to the point, one- 
fourth to one-third of the total, as shown by 
experience, at which such incomes take cover. 
Indirect taxes ares condemned. ‘What is 
needed is honest open taxation. Take it 
straight.” 


ADMINISTRATION CLAIMS REAL 
PROGRESS TOWARD ECONOMY 


As evidence that the government has made 
substantial progress in conforming to a prom- 
ised program of economy, a statement was re- 
cently issued from the White House to the 
effect that between March 4, 1921, and March 
4, 1923, there was a net reduction in personnel 
of the various existing departments of 98,792. 
The detailed figures show that the aggregate 
reductions were 119,188. These are in part 
offset by the increases in certain departments 
amounting to 20,396. The net reduction, 
therefore, is 98,792. 

The departments in which there were in- 
creases have all had special additional duties 
imposed upon them. - The Post Office Depart- 
ment shows a net increase of 9,166. The ex- 
planation is that the business of the Post Office 
Department increases regularly from year to 
year and that there is always necessity for ex- 
pansion of the personnel to take care of it. 

Reductions were made in the various de- 
partments as follows: 

Treasury Department, 19,154; War Depart- 
ment, 45,020; Navy Department, 43,037; In- 
terior Department, 437; Department of Com- 
merce, 1,821; Department of Labor, 499; 
Civil Service Commission, 79; Federal Trade 
Commission, 3; United States Shipping 
Board, 5,431; United States Railroad Admin- 
istration, 135; Alien Property Custodian, 36; 
United States Employes Compensation Com- 
mission, 6; Government printing office, 470; 
United States Bureau of Efficiency, 3; Comp- 
troller General of the United States, 390, and 
Federal Reserve Board, 20. 

The economy program appears to be rather 
less strenuous than the unanalyzed figures in- 
dicate, for the reason that most of the reported 
decrease did not occur in the Government 
office bureaus, since 88,057 of those discharged 
were in the War and Navy Departments. 








What is Equity in Taxation? 


Advocates of the sales tax usually purport 
to be greatly concerned about the principle of 
equity in taxation. In the Magazine of Wall 
Street of a recent issue, Senator Reed Smoot is 
quoted as follows: “A taxation system based 
upon what people spend rather than on what 
they earn would be more equitable—at least 
as a partial substitute for the income tax.” 


It would be illuminating to have an inter- 
pretation from the distinguished Senator of 
what he implies by the term “equitable” with 
reference to tax levies. Unless a sales tax is 
applicable only to luxuries, it seems to get 
about as far away from a fair basis of assess- 
ment as could be devised. Examples without 
number could be given to show how unfairly 
a spendings tax may work out. We cite merely 
one case, which is typical of hundreds of those 
which could be given. Let us assume that 
there be two men with the same income— 
$5,000 per year—but one is single and the 
other has an old fashioned family of ten 
children. No one will dispute that the neces- 
sary spendings of the head of the family will 
be greater than that of the bachelor. Is the 
principle of equity satisfied in making the one 
least able to pay bear the heavier burden of 
taxation? 


It matters not whether a sales tax is or is not 
passed on to the consumer; it is an unscientific 
tax expedient whose greatest virtue, if it has 
any, is that it may be so obscured in the price 
of commodities as to become “painless.” But 
this, in turn, is also one very good reason why 


the sales tax is an objectionable means of rais- 


ing revenue. Direct taxes that are felt com- 
pel the taxpayer’s interest in government 
finances and tend to promote in the citizenship 
a more healthy concern in the affairs of gov- 
ernment. 


Refugees from State Taxation 


Wisconsin is in the throes of a heated con- 
troversy between the various interests con- 
cerned by two income tax bills before the leg- 
islature, which propose, among other innova- 
tions, to entirely eliminate the property tax 


Editorial Review 


and to provide for the deficiency by increased 
income tax rates. A flat rate of 6 per cent 
would be imposed upon all corporation earn- 
ings by Representative John L. Dahl’s bill. 


Manufacturers and merchants have made a 
united protest against the new measures. They 
maintain that if taxes on business are further 
increased extensions now under consideration 
cannot be made, and some manufacturers have 
threatened to remove their plants from the 
state. Though some of the proponents of the 
new legislation have apparently taken threats 
of the kind to be largely a bluff, the Johns- 
Manville Company has gone from Milwaukee 
to Waukegan, taking with it hundreds of em- 
ployees and large property holdings. The 
Simmons company, at Kenosha, according to 
press reports, has announced its decision to 


“7 TXHERE are two ways of increasing 

income tax receipts—the first, and 
unpleasant way, is to increase the rate 
of taxation; the second and very pleas- 
ant way, is to increase incomes ; 
Earnings in the year 1922, as compared 
with the year 1921, were increased and 
will be reflected in the income tax in- 
stallments to be paid into the Treasury 
on March 15. . . .” This is a quo- 
tation from a speech made in the House 
by the Hon. Joseph W. Fordney. It is 
hardly necessary to continue his dis- 
course. You no doubt expected that he 
would follow up, as he did, with this: 
“and in no small measure is the tariff 
the cause.” 





cross the line into Illinois. Milwaukee is 
threatened with the loss of the Palm Olive 
plant and the Allis Chalmers corporation may 
decide to secure a location where tax levies 
are less burdensome. 

Income tax bills are now up before the leg- 
islatures of Iowa, Minnesota, Nebraska, 
Washington and other states. Action in those 
states may be expected to be modified to a 
considerable extent by the experience of Wis- 
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consin. An elementary factor in any tax leg- 
islation is that a tax should do as little harm 
as possible to the community. As long as there 
are States which levy no income tax those 
States which do must be governed in fixing tax 
rates by the possibility that whatever indus- 
trial inducements a State may have to offer 
may be outweighed by tax disadvantages. 


Relative Income Tax Burdens 


At this time of the year, the open season for 
complaint about burdensome income taxes, it 
may be comforting to those afflicted with pros- 
perity to bear in mind that, were they not in 
the United States, it might be worse. 


Stanley Baldwin, British Chancellor of the 
Exchequer, and Montague C. Norman, gov- 
ernor of the Bank of England, presented the 
American World War Foreign Debt Com- 
mission, in conference at Washington re- 
rently, with some startling British taxation 
figures. 

The British income tax, for instance, bears 
heavily upon those receiving moderate re- 
muneration. British individuals receiving 
smaller incomes pay a tax approximately four 
times that imposed in the United States. 


The comparative table appended herewith 
shows taxes paid by a single person in Great 
Britain and the United States, the whole of 
whose income is earned: 


Total Income Great Britain United States 


$ 1,250 $ 56 $ 10 
2,500 253 60 
5,000 815 160 

10,000 1,940 560 
20,000 5,500 1,760 


Maximum rate on the highest incomes in 
Great Britain is about 54%, whereas in the 
United States it is 58%. 


The British figure the tax burden at ap- 
proximately $100 per capita. 


Additional figures were submitted, showing 
the various taxation penalties exiting. Some 
of them follow. 


The buyer of a pint of beer pays 7 cents as 
a tax and 7 cents for the beer, a total cost of 
14 cents, against 6 cents before the war. Ona 
glass of spirits the tax represents two-thirds 
of the cost to the consumer. 
sugar taxes are thirteen or fourteen times what 
they were before the war. 
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Tobacco, practically all of which is im- 
ported, carries an import duty of $2 a pound. 


Inheritance taxes range from 1% to 40%, 
depending upon the size of the estate. 


IOWA LEGISLATURE CONSIDERS 
AN INCOME TAX 


A proposed State income tax law has been 
introduced into the Iowa legislature by Rep. 
G. W. Patterson, which, according to the pre- 
amble, is an “act providing for a general in- 
come tax to raise revenues with which to re- 
duce the general property tax for State pur- 
poses and to equalize the burdens of taxation.” 


The bill provides for the imposition of per- 
centage levies upon the incomes of all indi- 
viduals who earn more than $1,500 a year, 
and of all corporations doing business in the 
state. Income of single persons up to $1,500 
a year, and of married persons up to $2,500 a 
year, would be exempt, and there would be 
further exemptions allowed of $300 for each 
child or other dependent person in the family. 
Individual net incomes above these exemp- 
tions would be taxed by the State at the rate 
of | per cent for any part of $1,000; 2 per cent 
if the net income was between $1,000 and 
$2,000 and so on up by regular progression 
to the $9,000 mark. All net incomes above 
that amount would be subject to a flat rate of 
10 per cent. 


Corporations would be allowed no exemp- 
tions, and would pay 2 per cent on the first 
$1,000 of income, 2% per cent if the income 
was between $1,000 and $2,000 and up by 
jumps of one-half of 1 per cent until the $6,000 
mark. Corporation incomes above that figure 
would pay a flat rate of 6 per cent. 


“?*T*HERE is but one end to the road 

we are traveling, both for the 
States and the Nation. High taxation is 
bad enough; there are limits at which 
it ceases to be productive, as England 


and the continent have found. But if 
taxes aimed to ‘soak the rich’ be com- 
bined with special privilege to favored 
borrowers, a collapse of public credit 
will come eventually.” 

—Roger Babson. 
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DIRECTORY, BY STATES AND CITIES, OF FIRMS ENGAGED IN 









INCOME TAX PRACTICE 








COLORADO 


DENVER 





Main 883 York 1276 


ELWOOD FINK 


Certified Public Accountant 





Income Tax Counselor 


719 Colorado Bldg. Denver 








ILLINOIS 





CHICAGO 


Zopher L. Jensen & Co. 


Certified Public Accountants 
ncome Tax Advisers 


5 North La Salle Street 
CHICAGO 
Telephone Main 0203 





James J. Redding & Co. 


ACCOUNTANTS - ENGINEERS 
INCOME TAX SPECIALISTS 


10 North Clark Street 
CHICAGO 


Phone State 4784 


John G. Weisbach 


TAX CONSULTANT ACCOUNTING 


10 S. La Salle Street 
CHICAGO 


Telephone Dearborn 4484 


William Castenholz & Co. 


Certified Public Accountants 
Income Tax Advisers 


203 S. Dearborn Street 


CHICAGO 
Telephone Harrison 9606. 


ILLINOIS 


Continued 
CHICAGO 


Telephone Central 0907 


C. W. Turner & Company 


ACCOUNTANTS AND AUDITORS 
SPECIAL FEDERAL TAX SERVICE 


76 West Monroe Street 
CHICAGO 


CONDON H. RONAN & Co. 


ENGINEERS AND ACCOUNTANTS 
FEDERAL TAX SERVICE 


SUITE 1014, MARQUETTE BLDG. 
TEL. RANDOLPH 2217 
CHICAGO 


MISSOURI 


ST. LOUIS 


The Accounting Service Co. 


ACCOUNTANTS AND AUDITORS 
TAX CONSULTANTS 


Chemical Building 
St. Louis, Mo. 


WILLIAM A. ALLEN 


Attorney at Law 


Specializing in Tax Law Practice 
(207 Satisfied Clients) 


Commercial Bldg. 
St. Louis, Mo. 


Woodward Bldg. 
Washington, D. C. 


NEW YORK 


NEW YORK 


E. G. Borjes & Co. 
TAX SERVICE - AUDITS - SYSTEMS 
1270 Broadway 
New York 


Phone Penn 6849 


OHIO 


CLEVELAND 


_Carbaugh & Lewis 
TAX CONSULTANTS 
Auditors Systematizers 


Hickox Building 
CLEVELAND, OHIO 


Biele, Hartline & Co. 


Practice confined to Federal Income 
and Profits Taxes 


Cleveland Discount Building 
CLEVELAND, OHIO 


PENNSYLVANIA 


PITTSBURGH 


W. SAREL LYNNE 


Certified Public Accountant 
(Penna. and Ohio) 

American Institute of Accountants 
Practice Confined to Income and Profits Taxes 
524 Fourth Avenue _— Pittsburgh, Pa. 

Phone Court 5469 


DIST. of COLUMBIA 


WASHINGTON 


Abbott, Puller & Van Dyke 
ATTORNEYS-AT-LAW 


Members of Bar of U. S. Supreme Court 
Practice in all Courts and Departments 


SPECIALIZING IN INCOME TAX 


1007-1011 Woodward Building 
WASHINGTON, D. C. 











For rates and further 
information write to of- 
fice of publication. 
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LIBERTY BONDS ARE TAXABLE IF. 
INCLUDED IN BANK CAPITAL 


States may tax the capital of banks and trust 
companies notwithstanding the fact that the 
capital includes Liberty bonds and other tax- 
exempt securities, according to a decision of 
the Supreme Court in the case of Peters Trust 
Co. v. Co. of Douglas, State of Nebraska. 


It appeared in this case that the trust com- 
pany’s capital, amounting to $600,000, in- 
cluded $40,000 of Liberty bonds and $25,000 
of joint-stock land bonds, besides capital stock 
of a hotel company and certain real estate. 


The County Board of Equalization after 
hearing allowed the deduction of the value of 
the real estate and the hotel company’s stock, 
but decided that the remainder of the capital 
was liable to taxation under the law of the 
State of Nebraska. The right of the trust com- 
pany to have the value of the bonds deducted 
from assessments for taxation was denied on 
successive appeals to the State courts and their 
rulings were finally affirmed by the Supreme 
Court at Washington. 
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OU can find here your 


exact requirements in 
TYPEWRITERS 


EVERY MAKE-—new and rebuilt, at prices that will 
please you. Typewriters equipped with all imaginable 
styles of type and any width carriage. We carry a par- 
ticularly large stock of 18, 20, and 26 inch carriage 
typewriters suitable for special accounting, income 
tax work, etc. 
ADDING MACHINES 

Having absorbed the most reputable and largest Add- 
ing Machine concern in the country, we are prepared 


to furnish just what you want in listing machines of 
every description, in-luding statement machines, with 
keyboards as wide as 20 columns, hand driven and 
electric — generally at a saving of at least 50°7, of the 
manufacturers’ prices. 


Dalton - Burroughs - Sundstrand - Wales. 


CALCULATING MACHINES 
There are Millionaires, Brunsvigas, Thales, Monroe 
and Comptometers at prices representing real values. 


CHECK PROTECTORS 
At one-half and less than one-half Manufacturers Prices 


Reliable Typewriter Company 


(Absorbing Adding Machine Corporation of America) 
170 W. Washington St., Chicago 





IF DIRECT MAIL IS one of the foundation stones of your Sales Campaign 
----the best Mailing Lists money can buy will bring the greatest results. 


POLK’S LISTS are built to fit your individual requirements---- DIRECTORIES 


are ‘‘foundation stones” for good LISTS. 


CATALOG with data on thousands of lists mailed free. Also suggestions on 
how to use Mailing Lists. Get the benefit of our years of experience doing 


this one thing----we do this well. 


R. L. POLK & CO. 


America’s Foremost Directory Publishers 
and Mailing List Compilers 


Complete Service for Direct Mail Advertisers 


538 S. Clark St. 


CHICAGO, ILL. 
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OREGON LEGISLATURE PASSES 
INCOME TAX LAW 


A State income tax of from | to 6 per cent 
is provided by a law recently enacted by the 
legislature of the State of Oregon. The max- 
imum rate of 6 per cent applies to taxable in- 
comes in excess of $12,000. The law is sub- 
ject to ratificatién by amendment. If not re- 
voked, it will affect incomes for the year 1923. 

Corporations are taxable at the same rates 
as individuals, subject to a $2,000 exemption. 
As is true of most State income tax laws, stock 
dividends are taxable at their cash value. 

In most respects the statute is similar to 
Federal income tax provisions. 


TO TEST NEW YORK INCOME 
TAX LAW 








The case brought by the Gorham Manufac- 
turing Company to test the constitutionality 
of the New York State income tax law on for- 
eign corporations will be reviewed by the 
Supreme Court. The Gorham Company 
attacked the law on the ground that being a 
Rhode Island corporation, it could not be 
compelled to pay an income tax to the State 
of New York. 


PAUL 


FINANCIAL 


ADVICE 
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BUSINESS REORGANIZATIONS— 
CHANGES WROUGHT BY 
NEW LAWS 


(Continued from page 9) 






oping a patent. This patent cost many thou- 
sands to develop but is carried on the books 
at a nominal figure. It is now yielding hand- 
some returns, and is conservatively appraised 
as worth $5,000,000. In spite of this great 
value, no charge for depreciation can be made. 
However, if a proper reorganization were 
effected, the depreciation deduction would be 
$500,000 at least, because the patent has ten 
years to go. This would give an annual tax 
saving for the next ten years at the present 


rates of $62,500. 


Illustration 3——The “C” Company’s min- 
eral properties have appreciated so that they 
now have a value of many times the depleted 
value indicated on the books. A proper reor- 
ganization will result in the present value 
being the basis for the determination of the 
future depletion charges. A proper reorgani- 
zation would increase the depletion charge 
from $200,000 to $1,200,000 per annum. The 
consequent saving in tax is apparent. 


STICH 


Audits, Systems and Consultations 
405 TRUST BLDG. TAX 


INCOME 


SPECIALISTS 


Phone Main 685-1 
ROCKFORD, ILL. 











Rental Applied on Purchase 
Machines in All Widths of 
Carriages — Styles of Type 
—All Languages— 
Adding Machines 
Check Protectors 


TYPEWRITERS 





Established 1901 


MANUFACTURERS TYPEWRITER GLEARING HOUSE Prone'cenerat coae—nak tor city Salce Department 








SOLD RENTED 
REBUILT REPAIRED 


| ALL MAKES 
Coronas Smiths Royals 


Underwoods Remingtons 
Olivers Monarchs Noiseless 


Call CENTRAL 6034 
Export -Wholesale - Retail 
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TAX ON NATIONAL BANK 
SHARES IN NEW YORK 
HELD ILLEGAL 


The United States Supreme Court 
on March 15 refused leave to the 
State of New York and the cities of 
that commonwealth to appeal from 
the decision of the Court of Appeals 
which had held that the New York 
State law taxing national banks is un- 
constitutional. With the denial of 
the writ of certiorari made in the 
name of People ex rel. Hanover Na- 
tional Bank vs. Goldfogle, et al., the 
case is ended in the courts. 


Accordingly, nearly $20,000,000 in 
taxes levied against national banks 
in the State of New York are held 
to be illegal and it is expected that 
the banks will seek to recover the pay- 
ments made on this account. The 
decision is likely to make necessary 
some new financing operations on the 
part of many municipalities who have 
received and spent revenue from taxes 
on national bank shares. 


- The tax law held to be invalid 
imposed a tax of 1 per cent on both 
the bank shares and the dividends 
thereon. 


NEW JERSEY TAX-EXEMPT 
LAW IS DECLARED 
INVALID 


In 1920 the so-called Runyan law 
was passed by the New Jersey legis- 
lature, which exempted from taxes 
for five years dwellings erected within 
two years from October 1, 1920. The 
Supreme Court held last year that the 
law was unconstitutional. This de- 
cision was made in the case of Koch 
vs. Essex County Tax Board. 


The above decision of the Supreme 
Court was recently affirmed by the 
New Jersey Court of Error and 
Appeals in another case which arose 
in Jersey City. The point of view 
taken by the courts in these cases was 
that the tax law created an arbitrary 
class of property and did not con- 
form to the Constitution, which pro- 
vides that all property be assessed 
under the general laws and by uni- 
form rules according to true value. 


Inasmuch as the cities had followed 
the advice of the Attorney General, 
who gave as his opinion from the out- 
set that the law was invalid, the de- 
cision involved no change of fiscal 
policy as the property exempted under 
the law has been subjected to tax. 


REP. GREEN PLANS INDI- 
RECT LEVY ON TAX- 
FREE BONDS 


In the event that a constitutional 
amendment abolishing tax-free secur- 
ity issues can not be passed at the 
next session of Congress, an indirect 
method of taxing holders of such in- 
vestments is being considered by Rep- 
resentative Green, of Iowa. 


Mr. Green is quoted by the press 
as saying that should conditions in the 
next Congress be unfavorable to a tax 
amendment to the Constitution, he is 
considering the introduction of bills 
increasing inheritance taxes on tax 
exempt securities and also imposing a 
tax upon dealers in such securities. 
Mr. Green said that indirect methods 
of reaching tax exempt securities 
would not be entirely satisfactory, 
but should be given serious considera- 
tion if it proves impossible to cut off 
future tax-exempt security issues. 


SOME EXPERT LEGAL 
OPINION ON 
INCOME TAX LAW 


Q. I bought a case of hootch from 
a bootlegger for $120. Analysis 
proved it was diluted 50 per cent 
with water. Can I claim a deduc- 
tion? 

A. You appear to have a double 
claim. Losses by fire and water, un- 
less compensated for by insurance, are 
deductible. You have a loss by water. 
You also have a fire-water loss. 


Q. I have a flivver which I use in 
business, but also to give my family 
the air on Sundays. Can I charge its 
maintenance to business expense or 
would it be regarded as a pleasure 
car? 


A. Best legal opinion is that a fliv- 


‘ver is not a pleasure car. 


Q. I won $1,000 in bets on a 


“rasslin” match. Is this income? 


A. We cannot conceive any one 
winning $1,000 on a wrestling match 
unless he were in on the “frame,” 
which would be an illegal transaction, 
on which we cannot offer advice. 


Q. I exchanged 20 shares of South- 
ern Pacific, bought for 85, for 200 
shares of Mammoth Flow Oil Wells, 
now being drilled, which the sales- 
man says will be worth $100 per 
share inside of 6 months. What shall 
I report? 

A. Report to an alienist. 

—Chicago Tribune. 
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How Much 
Should Your 


Dollar Earn? 


Those dollars you have worked 
hard for and laid by—how 
much should they earn for you? 


Seventeen years ago Roger W. 
Babson discovered that a defi- 
nite law governs securities and 
their earning power—a law 
that enables you to figure in 
advance whether the price of 
your securities will be higher 
or lower—whether the compa- 
nies back of them will be 
stronger or weaker—whether 
they will earn more or less. 


Babsons 


REPORTS 


These principles have been 
worked out into what has 
come to be known as the Bab- 
son Method—a plan that is fol- 
lowed today by more than 
10,000 of the keenest execu- 
tives; a plan that enables them 
to enjoy half again to twice the 
usual return without the risk, 
worry or loss of time involved 
in ordinary investment and 
speculation. 


Principle Holds True 


This is the method followed now 
by men investing hundreds of 
thousands but the principle 
applies to every single thou- 
sand dollars of investment. 


Write for Booklet 


You will find the 
whole story— 
principles and 
all—in the book- 
let, “‘Getting the 
Most From Your 
Money.’”’ 


Tear Out the 
emo 
—now—and hand 
it to your secretary 
when you dictate 
the morning’s mail. 
No obligation. 





eensseeseces: Clip off here /aanenccorcces 
Memo for Your Secretary 


Write Babson’s Statistical Organization, 
Wellesley Hills, 82. Mass., as follows: Please 
send me Booklet 

“Getting the Most From Your Money,”’ gratis. 














THE NATIONAL INCOME TAX MAGAZINE 


Telephone Wabash 5408 


Hillison & Etten Company 
Personal fervice~ 
PRINTERS ~- BINDERS 
638 Federal Street 
CHICAGO 


Aprit, 1923 








